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Q. Pl ease state your name and business address
for the record.

A. My nane is Keith D. Hessing and ny business
address is 472 West Washi ngton Street, Boise, |daho.

Q. By whom are you enployed and in what
capacity?
A. | am enpl oyed by the Idaho Public Utilities

Comm ssion as a Public Uilities Engineer.

Q What is your educational and experience
background?

A. | am a Regi stered Professional Engineer in
the State of Idaho. | received a Bachel or of Science
Degree in Civil Engineering fromthe University of
| daho in 1974. Since then, | have worked six years
with the Idaho Departnent of Water Resources, and two
years with Mrrison-Knudsen. | have been continuously
enpl oyed at the Conm ssion since August 1983.

As a menber of the Conmm ssion Staff, ny
primary areas of responsibility have been electric
utility power supply, revenue allocation and rate
desi gn.

Q. VWhat is the purpose of your testinony in
this proceedi ng?

A. This is Avista’s first PCAfiling since its

PCA net hodol ogy was changed effective January of this
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year. | review the application of the nethodol ogy and,
usi ng Exhibit No. 101, | categorize and quantify the
actual PCA costs deferred through the first 6 nonths of
2001. | comment on the Conpany’s proposal to project
PCA deferrals and review the proposed rate design.

Q Woul d you pl ease sunmari ze your testinony?

A. After reviewing the recently revised PCA
met hodol ogy enpl oyed by the Conpany to obtain actual
PCA deferrals, | conclude that the Conpany has applied
t he net hodol ogy approved by the Commi ssion. | briefly
exam ne expected PCA rate adjustnment scenarios with and
wi t hout projected PCA deferrals and conclude that rates
will be nore stable when projected PCA deferrals are
included. | discuss the true up that occurs between
actual PCA deferrals and actual PCA revenues at the end
of 2003. | review the Conpany’s proposed rate design
and agree that it is consistent with Conmm ssion
approved net hodol ogy and that the Conpany cal cul ated
rates are the rates that the Comm ssion should put in
pl ace.
PCA METHODOLOGY

Q. Are the PCA net hodol ogi es used by the
Conpany to quantify and defer power supply costs for
t he period October 2000 through June 2001 net hodol ogi es

approved by the Conm ssion?
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A. Yes. This tine period includes two PCA
met hodol ogi es approved by the Comm ssion. The
met hodol ogy for October through Decenber 2000 was | ast
approved in Case No. AVU-E-00-6, Order No. 28616. This
case nodi fied previously existing PCA nethodol ogy.

The PCA net hodol ogy applied begi nning

January 2001 was approved in Case No. AVU-E-01-1, Order
No. 28775. The final order in that case approved very
substantial nodifications to the previously existing
PCA net hodol ogy.

Q. Have you prepared an exhibit that shows the
i npact on the PCA deferral bal ance of each PCA
conponent separatel y?

A Yes, | have. Staff Exhibit No. 101 shows
i ndi vi dual conponent inpacts on PCA deferrals as
proposed by the Conpany. These will be discussed in
greater detail in the testinony that foll ows.

Q. Did you review the Conpany’s cal cul ati ons
for the October through Decenber of 2000 tinme period?

A Yes.

Q What was the bal ance carried forward into
the 2001 time period?

A. The PCA for that tinme period accunul ated a
deferred credit or refund to ratepayers of $3, 341, 000.
This is shown on Line 1 of Exhibit No. 101.
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Q. VWhat have PCA deferrals been during the
first six nmonths of 20017

A. The Conpany’s cal cul ations indicate that
PCA deferrals for the first six nonths of 2001 are
$33, 348,057 to be surcharged to custoners. This is
shown on Line 13 of Exhibit No. 101. The 2000 - 2001
net PCA deferral balance at the end of June 2001 was
$30, 007, 057 which the Conpany proposes to surcharge to
custonmers. This balance is shown on Line 14.

Q. VWhat are the conponents of the PCA
met hodol ogy that becane effective January 20017

A. The conponents of the nodified nethodol ogy
were defined in Case No. AVU-E-01-1 and enunerated in
Order No. 28775. The 2001 PCA net hodol ogy i s based on
the difference between actual and authorized power
supply costs. Actual account bal ances are now used
i nstead of conputer nodel ed account bal ances. In
general the power supply cost difference is cal cul ated
for Account 501 — Thermal Fuel, Account 547 -
Conmbusti on Turbi ne Fuel, Account 555 — Purchased Power
and Account 447 — Sales for Resale. The cost
di fferences are accunul ated for each nonth, |daho' s
jurisdictional share is determ ned and 90 percent of
that amount is deferred in the PCA for recovery or

rebate at a later tine.
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Q. VWhat are the approxi mate |daho PCA deferral
ampunts associated with these accounts in the first 6

nmont hs of 20017

A. The Purchased Power deferral is $114
mllion to surcharge, the thermal fuel deferral is $2
mllion to rebate, the CT fuel deferral is $13 mllion

to surcharge and the Sales for Resale deferral is $86

mllion to rebate. These net to a surcharge of
approximately $39 mllion dollars.
Q Exhi bit 101, Line 2 shows that actua

purchased power costs are significantly above normal or
authorized levels. |Is this due to the change in PCA
met hodol ogy?

A No. Low water levels |lead to reduced
generation fromthe Conpany’ s hydro power generation
facilities causing the Conpany to purchase nore power
on the market to nmeet its loads. This coupled with
extrenely high market prices result in nmuch higher than
normal purchased power costs.

Q Exhi bit 101, Line 5 shows that actual Sales
for Resale revenues are significantly above normal or
aut hori zed | evels. What woul d cause this?

A. Sal es for resale revenues are up
significantly fromnormalized |l evels. Sales for Resale

dol | ar anounts are approxi mtely 76% of purchased power
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costs, $288 million nore than normalized base | evels.
This appears to be a very large increase in Sales for
Resal e revenues during a tine period when the Conpany
is short on resources and purchasing energy to neet
native load requirenments. Staff will continue to
review the | oad/resource situation of the Conpany for
t he January through June 2001 period as this case
proceeds. Severe tinme constraints have prevented Staff
frombeing able to fully answer this question at this
time. Based on ny review to date, | have no reason to
believe that there is a problem

Q. What adjustnments to PCA deferral account
bal ances were approved when the Conm ssion | ast
nodi fi ed the PCA net hodol ogy?

A. The approved adjustnments to PCA net hodol ogy
that are contained in the previously cited order are
(1) an lIdaho Retail Revenue Adjustnent, (2) a Centralia
Capital and Operation and Maintenance Credit, (3) a PGE
Capacity Revenue True up, and (4) accunul ated interest
during the deferral period.

Q Are there other costs in the PCA deferral
bal ance that the Comm ssion has approved for recovery?
A. Yes. The Comm ssion has approved PCA

deferral treatnent for three separate Avista energy

buy- back progranms. These prograns are discussed in
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nore detail in Staff wi tness Stockton’s testinony.
NORTHEAST CT EMM SSI ONS EXPENSE

Q. I s the Conpany requesting PCA recovery of
ot her costs not previously approved by the Commi ssion?

A. Yes. In this filing the Conpany is
requesting recovery of em ssions-rel ated expenses
associated with increasing the all owabl e operating
hours for the Northeast conbustion turbine. Wen
mar ket price is higher than the variabl e operating cost
of the turbine, PCA deferrals are reduced because power
purchases are reduced, or fuel costs are reduced, or
secondary sal es revenues are increased or any
conbi nation of the three. To the extent that the
Conpany econom cally operated the Northeast CT during
hours that it could not have otherw se operated, these
benefits are captured in the appropriate power supply
accounts. Staff w tness Stockton further discusses the
treatment of these costs in her testinony.
| DAHO RETAI L REVENUE ADJUSTMENT

Q. The Conpany has included an “ldaho Retail
Revenue Adjustment” in it’s PCA deferral cal cul ations.

Is this part of the approved PCA net hodol ogy?

A Yes. In Case No. AVU-E-01-1 the Conmmi ssion

i ssued Order No. 28775 directing the Conpany to include

this adjustnment in its revised PCA cal cul ations. The
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adjustnment is included in recognition of the fact that
when retail |oad grows power supply costs increase, al
el se being equal. The increased power supply costs are
captured in the difference between the actual and
aut hori zed power supply account bal ances and thus in
t he PCA deferral

The Conpany al so recovers power supply
costs in retail rates charged to new custoners. 1In the
case of retail load growth, the 2.123 ¢/ kW credit
applied to the load growth reduces the PCA deferral,
which is designed to prevent the double recovery of
power supply costs by the Conpany. |If retail | oad
decreases, the revenue adjustnent cal cul ation increases
PCA costs which, the Conpany contends, partially
conpensate it for |ost revenues.
CENTRALI A CAPI TAL AND O&M CREDI T

Q. The Conpany has included a “Centralia
Capital and O & MCredit” in its PCA deferral
calculations. |Is this part of the approved PCA
Met hodol ogy?

A Yes. \Wen the Conm ssion revised the
Conpany’s PCA net hodol ogy with Order No. 28775 issued
in Case No. AVU-E-01-1, it directed the Conpany to
include this adjustnment. The adjustnment reflects the

reality that Avista s base rates, set in its |ast
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general rate case, include Centralia as a resource. In
May of 2000 Avista s interest in the plant was sold and
a replacenment power contract was entered into. Actual
power supply costs without Centralia and with the

repl acenent contract are reflected in the actual power
supply accounts used to cal culate the nonthly PCA
deferral. Base rates reflect the Centralia capital
costs such as return on investnment and Centralia
operation and mai nt enance costs. In order to be

consi stent, base rates need to be adjusted to reflect
current conditions. The Centralia credit is designed
to offset the Centralia Revenue requirenent that is
still part of base rates. The Centralia credit should
not be subject to 90/ 10 shari ng.

Q What does a review of the PCA deferrals
tabul ated in Exhibit No. 101 show?

A A review of the deferrals shows that npst
of the noney has accunul ated in the power supply
expense accounts with net adjustnments reducing the
deferral balance. The net of deferrals for purchases
and sales is approximately $28 mllion to surcharge.

I ncreased fuel costs fromthe two fuel cost accounts
represent approximately $11 mllion dollars in |Idaho
surcharge deferrals. These deferral amounts are

consi stent with above normal nmarket purchases during
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drought conditions when nmarket prices were 10 tinmes
t hose used to cal cul ate base rates. In general this
was the situation that existed through nmost of the

deferral period.

POAER COST PRQOJECTI ON

Q Does the Conpany’s proposed rate increase
i nclude recovery of PCA amounts expected to be deferred
after June of 20017

A. Yes, it does. The Conpany proposes to
project PCA deferrals for the period July 2001 through
Decenber 2003.

Q. VWhat are the PCA deferral anounts projected
by Avista?
A. For the period July through Decenber of

2001, Avista projects PCA surcharge deferrals of
approximately $37.2 mllion with surcharge interest of
approximately $1.6 mllion. For the 2002 cal endar year
Avi sta projects PCA rebate deferrals of approximtely
0.75 mllion with surcharge interest of approximtely
$4.3 million. For the 2003 cal endar year Avista

proj ects PCA surcharge deferrals of approximately $11.3
mllion and surcharge interest of approximtely $4.8
mllion. The amount of the Conpany’ s projected

surcharge including interest is approxi mtely $58.5

AVU- E-01-11
08/ 28/ 01 St af f

HESSI



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
aa A W N P O © 00 N oo 0o~ w N+, O

mllion.

Q. Briefly describe the assunptions used by
the Conpany in its projection.

A. The Conpany projects that water conditions
will gradually return to near normal by the end of 2003
and that market prices will fall from $75.77/ M\ to
$41. 75/ M\h for a flat product by the end of 2003. The
Conpany’s projection also includes expected resource
addi ti ons and power supply contract expirations.

Q. VWhat is your opinion of the Conpany’s
pr oj ecti on?

A. It is a projection based on a nunber of
assumptions. As such, it will not be conpletely
accurate. The two big assunptions are assunptions
about market prices and streamflows. | believe that
t he Conpany’s projection is reasonable based on the
information that was available at the time of the
projection. | also believe that it is reasonable for
the Commi ssion to use this information in establishing
PCA rates in this case as long as differences between
PCA revenues and PCA deferrals are trued-up. The true
up is discussed later in this testinony.

PGE CREDI T
Q. VWhat el se, other than actual and projected

PCA deferrals, is included in the Conpany’ s rate
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proposal ?

A. The Conpany is proposing to include a
15-nmonth anortization of a PGE credit that reduces the
surcharge deferral. Staff w tness Stockton discusses

the deferral in nmore detail in her testinony.

RECOVERY ALTERNATI VES

Q The projected PCA deferral is larger than
the actual deferral. |Is there a custoner advantage to
approving a PCA rate increase that includes |arger
projected costs than actual costs?

A. If the projections are relatively accurate,
it could provide a relatively stable PCA rate for the
27-nmont h peri od.

Q. VWhat if the projections prove to be
i naccur ate?

A. If the projections prove to be
significantly inaccurate, the Conpany proposes to file
to adjust rates during the 27-nonth period. It is
Staff’s proposal that the Conpany nake annual formal
filings including actual PCA deferrals and
recommendati ons on whether rates should be nodified.
This provides the opportunity for a formal review and
makes detail ed information concerning PCA deferrals and

their recovery available to all interested parties.
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Q. VWhat happens at the end of the 27-nonth
period?

A. At the end of 2003, regardl ess of whether
t here have been m d-period rate adjustnents, there wll
be a difference between the actual PCA deferrals under
t he approved net hodol ogy and PCA costs recovered
t hrough the applied rates. This difference will be
determ ned and pl aced back in the deferral account for
future surcharge or rebate. In other words the
di fference between actual PCA deferrals and rates put
in place to recover themw || be trued-up.

Q. s it possible to design PCA rates without
i ncludi ng projected deferral s?

A. Yes, it is. Conpany w tness Fal kner
di scusses what the resulting increase would be if rates
were put in place for one year based on actual PCA
deferrals through June of 2001. He indicates that the
rate increase would be 20% (Fal kner, Page 4)

Q. s it possible to exclude the projection
and not increase annual rates nore than the Conpany has
proposed?

A. It may be. The application of an
appropriate anount of the PGE credit along with actual
PCA cost deferrals may allow rates for one year that do

not exceed those proposed by the Conpany.
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Q. VWhat woul d be the result of applying
approved PCA net hodol ogy after rates were put in place
to recover deferrals through June of 20017

A. I f the Conpany’s projections are anywhere
near correct, the surcharge trigger, currently set at
$3 million, would be exceeded nonthly and the Conpany
woul d apply for additional PCA surcharges or carry the
anmounts forward with interest in the deferral account.

Amounts carried forward woul d have to be surcharged
|ater if they were not offset by future rebate
deferrals. Carrying significant surcharge anmounts in
t he deferral account would negatively inpact the
Conpany’s cash flow and ability to borrow.

Q. Ot her than the proposed deferral
met hodol ogy, does the Conpany propose a PCA net hodol ogy
in this case which departs substantially from
Comm ssi on approved net hodol ogy?

A. Yes. The Conpany proposes to do three
things that depart from approved PCA net hodol ogy.
First, the Conpany proposes to “project” PCA deferrals.

This is not without precedent. |[|daho Power
“forecasts” power supply costs, however, |daho Power’s
forecast is nore limted in scope than Avista's
pr oj ecti on.

Second, Avista proposes to ignore the PCA

AVU- E-01-11
08/ 28/ 01 St af f

HESSI



© 00 N oo o B~ w N P

N NN N NN R R R R R R R R R R
aa A W N P O © 00 N oo 0o~ w N+, O

trigger which is currently set at $3 mllion with a
maxi mum surcharge or rebate of $12 million in place at
any one tinme. However, the approved net hodol ogy does
all ow the Commi ssion to waive the $12 mllion ceiling
if necessary.

Finally, the Conpany proposes to offset the
PCA surcharge ampbunt with a PGE contract credit. This
is unprecedented in the history of Avista s PCA.

Q VWhy shoul d the Comm ssion consider the
Conpany’s rate proposal ?

A. The Conpany appears to have forsaken a
portion of the approved nethodol ogy for a situation
specific practical approach. The Conpany’s approach
| evelizes PCA rates over what otherw se could be a very
volatile period and neets | enders requirenments so that
Avi sta can obtain necessary |oans for short term
financing and long term financing of capital assets.

Q. Does the Staff support the PCA deferra
recovery net hodol ogy proposed by the Conpany?

A. Yes, with the true up to actual that occurs
at the end of 2003 and with the annual reviews and
possi bl e m d-course rate adjustnments previously
di scussed.

RATE DESI GN
Q. How does the Conpany propose to design
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rates?

A. The Conpany proposes to assign the annual
revenue requirement associated with the surcharge to
each custoner class on an equal percentage basis.
Wthin each class the increase would be recovered by
increasing the energy rate except in the lighting class
where the increase would be a uniform percentage
increase to the monthly lighting rates.

Q Is this rate desi gn nmethodol ogy consi stent
with currently approved PCA rate design nmethodol ogy?

A Yes, it is.

Q. You nmentioned earlier in your testinony
t hat PCA revenues are trued-up with actual deferrals
over the 27-nmonth recovery period. How is that done?

A At the end of each nonth actual PCA
deferrals are cal cul ated by applying the approved PCA
met hodol ogy. Also at the end of each nonth revenues
fromthe PCA rates in place during the nonth are
cal cul ated. For non-lighting classes, the nunber of
actual kwh sold in the nmonth are known and the ¢/ kW
PCA rate is known. This allows the calculation of the
actual PCA revenue received by the Conpany for each
class. For the lighting class, actual revenues
received are known and the percentage of those revenues

associated with the PCA i s known. This all ows the
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cal cul ati on of actual PCA revenues received fromthe
lighting class. The lighting and non-Ilighting PCA
revenues are conpared to actual PCA deferrals on a
nonthly basis. At the end of the recovery period any
under or over recovery can be determ ned and trued-up
as previously discussed.

Q In the nost recent |daho Power Conmpany PCA
surcharge case a large rate increase was passed on to
custonmers. The Conm ssion inplenmented a three tiered
inverted block energy rate structure for the
residential class. What is Avista's proposal for
residential rate design?

A. Avi sta’s Residential base rates currently
include a two tier inverted energy block rate
structure.

The Conpany’ s proposed rate design increases rates in
each bl ock by an equal percentage anount such that

cl ass revenues increase by the proposed 19.4% So
doi ng mai ntains the inverted bl ock structure. The
energy rate for the first 600 kWh beconmes 5.507 ¢/ kWwh
and the energy rate for all other kWh' s becones 6. 408
¢/ kWh. Maintaining the inverted block rate structure
continues to send price signals to residenti al
custonmers that encourage conservati on.

Q. Does the Conpany currently have PCA rates
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in effect?

A Yes, it does. Conm ssion Order No. 28627
i ssued in Case No. AVU-E-00-9 allowed the Conpany to
increase rates by 4.8%to recover approximtely $5.7
mllion fromAvista's |daho custoners. These rates
were put in place for a one-year period beginning
February 1, 2001.

Q In this rate request, how does Avista
propose to treat these existing PCA rates?

A. Avi sta proposes that the existing PCA rates
not expire at the end of January 2002 as schedul ed, but
be continued through the end of 2003. The Conpany has
i ncorporated the inpact of doing this in the rates that

it is proposing in this case.

Q. Does the Staff support the Conpany’s
pr oposal ?
A. Yes. It is part of the Conpany’ s package

desi gned to recover the needed revenues through
relatively stable rates over the 27-nmonth recovery
peri od.

Q. Does the Staff agree that the Conpany
proposed rate design is acceptable?

A Yes.

Q. The Conpany proposes that the new rates
becone effective Septenber 15, 2001. Does Staff agree
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that this should be the effective date?

A
Q

Yes.

Does this conclude your

this proceedi ng?

A
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